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Abstract 
Past studies have shown that auditor’s industry specialization exists in the USA (Rhode, 
Whitsell & Kelsey, 1974) and Australia (Craswell & Taylor, 1991). In Malaysia, however, 
according to Takiah, Ruhanita & Aini (2000), none of the Big 6 audit firms in Malaysia 
specializes in any one particular industry. Their empirical analysis covers a period from the 
year 1991 up till the year 1996 which is before the merger of the audit firms in 2002, the 
Enron case in 2001 and also the 1997 economic downturn. Thus, this study focuses on the 
financial statements that are prepared for the financial year-end 2003. It seeks to find out the 
impact of those events towards the audit market concentration and auditor’s industry 
specialization from the Malaysian audit perspective. Pertinent point that could be highlighted 
are; the Big 4 audit firms in Malaysia dominate about 72% of the market audit share in the 
year 2003 where majority of audit clients are in the medium audit fee, small revenue and in 
the medium total assets size categories. Further, in term of auditor’s industry specialization, 
none of the Big 4 audit firms specializes in one particular industry, unlike those audit firms 
that are in the USA and Australia.  Since auditors that are specialized in a particular industry 
would assist in reducing the likelihood of the issuance of restatements affecting core operating 
accounts (Romanus, Maher & Fleming, 2008), then the implication of this study would be for 
the authority to think of a possible solution in encouraging the auditors in Malaysia to be 
specialized in a particular industry. 
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1.  Introduction 
 The year 2002 has gone down into history when the accountants play the leading role in 
the drama of the decade. Arthur Andersen, one of the Big 5 accounting firms, is held directly 
responsible for the three biggest bankruptcies in the century which include Enron, WorldCom 
and Global Crossing (Kandiah, 2003).  Arthur Andersen has tarnished its own professional 
image and has been out casted from the Big 5 in September 2002. The global accounting 
landscape has now become the Big 4. As for Arthur Andersen, Malaysia it has merged with 
Ernst and Young in July 2002 (Kandiah, 2003) 
 
 The predominance of audit service market shared by the Big 4 appears to be a common 
feature for countries such as Australia (Craswell and Taylor, 1991) and the US (Rhode et al., 
1974). Although there are many researches done on this topic, few are being carried out in 
Malaysia. Further, evidence of the audit practices in the Western countries may not be 
generalised to Malaysia as there may be dissimilarities in the economy, culture and also the 
business regulations that are being enforced in Malaysia as compared to those that are being 
adhered by the Western companies.  In Malaysia, research by Takiah et al. (2000) is carried 
out for a period from 1991 to 1996 which was before the merger of the Big 5 into Big 4 in the 
year 2002, the Enron case in the year 2001 and economic downturn in the year 1997. Thus, 
this research is to find out the effect of those events towards the audit market concentration 
and auditor’s industry specialization† from the Malaysian audit perspective.  Accordingly, the 
objectives of this study are: firstly to determine the audit service market shares in the industry 
among Big 4 and non-Big 4 audit firms.  Secondly, to determine the industry specialization for 
the Big 4 audit firm; and finally, to determine the characteristic of audit client in term of audit 
fees and revenue.  Thus the finding from this research is important to the interested parties in 
making decision as whether to appoint the Big 4, or otherwise.  This is because the 
appointment of auditor industry specialization reduces the likelihood of issuing restatements 
affecting core operating accounts (Romanus, Maher and Fleming, 2008). 
 
  The discussion in this paper is organised as follows.  Section 2 discusses the relevant 
literature to develop research hypotheses.  Section 3 outlines and explains the sample 
selection, research method and variable measurement. Section 4 analyses and discusses the 
research results.  Finally, implication, limitations and suggestions for future research are being 




† Auditor’s industry specialization refers to the concentration of auditor’s work by type of industry 
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2. Literature Review 
 
 The dominace of Big 4 in the audit market has been studied by many researchers outside 
Malaysia. Zeff and Fossum (1967), who study the large public accounting firms in the US for 
the year 1964 find that out of 639 companies from 38 industrial categories, the Big 8 audits 
92.7% of the companies whose revenue comprise of 94.8% of the total. Their study is 
replicated by Rhode et al. (1974) who find out that there is no significant change in the client-
industry concentration for large public accounting firms over the period between 1964 and 
1971. The study by Schiff and Fried (1976) reconfirm the dominance of the Big 8 in the US. 
The last few years have seen the emergence of the dominant Big 8 in the audit market, and the 
subsequent reduction of this group, through mergers. The merger between the large public 
accounting firms which occur in the late 1980s has caused the Big 8 to become the Big 6 
resulting in increased concentration of the auditing services around the world (Walker & 
Johnson, 1996). It is then further reduced to Big 4.  
 
 The extent  and nature of audit market concentration within the UK listed company,  as at 
April 2002 and proforma, after the collapse of Arthur Andersen is documented and analysed in 
detail by Beattie at el. (2003). It is found that the largest four audit firms hold 90% of the 
market (based on audit fees) in 2002, rising  to 96% with the demise of the Arthur Andersen. 
A comparative study of three Asian countries which include Malaysia, Hong Kong and 
Singapore, shows that the Big 6 audits 68% of the sample for Malaysia, 78% for Hong Kong 
and 83% for Singapore (Simon et al., 1992). This is supported by Takiah et al. (2000) who 
study the Malaysian audit environment and find out that the Big 6 acquire more than 60% of 
the audit service market share in almost all industries and their market shares expand over 
time.   
 
 Further, it is widely recognised in the US and the UK that the large audit firms are all 
specializing in particular industries as auditor industry specialization has lower incident of 
fraud (Carcello and Nagy, 2004). However, finding from study done by Takiah et al. (2002) 
for Malaysian’s audit firms show that specialization by industry among auditors does not exist 
in Malaysia.  
 
3. Research Methodology 
 Data were collected from annual report of 520 companies out of 543 companies‡  that 
were listed on the main board of the Kuala Lumpur Stock Exchange (KLSE)§, for the financial 
 
‡ These companies are categorized into 10 industries according to the KLSE industry classification: Finance, 48 
companies (9.2%); Properties, 78 companies (15.0); Industrial Products, 122 companies (23.5%); Consumer 
products, 60 companies (11.5%); Technology, 15 companies (2.9%); Construction, 39 companies (7.5%); 
Trading/Services, 103 companies (19.8%); Hotel, 6 companies (1.2%); Finance, 4 companies (0.8%); Trust, 1 
companies (0.2%); Closed-end Funds, 1 companies (0.2%); Infrastructure Project companies, 7 companies 
(1.3%) and Plantation, 36 companies (6.9%)  
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port. 
year ended 2003. This study has classified the auditors into Big 4 and non-Big 4 audits firms, 
while the auditor’s name for each company has been identified from the annual re
  
 The market shares and auditor’s industry specialization are determined on the basis of the 
number of clients of an audit firm in an industry as a percentage of the total number of 
companies within the industry (e.g. Rhode et al. 1974; Schiff & Fried, 1976; Zeff & Fussom, 
1967). Further, a 10% benchmark is used to identify whether the audit firm is being 
specialized in a particular industry (Craswell, Francis & Taylor, 1994). 
 
  Additionally, the study has used the same basis as Takiah et al. (2000) to examine audit 
firms’ market share and their industry specialization. The high market share in an industry 




 The results in Table 1 indicate that the Big 4 in Malaysia conquers about 72% of the audit 
market share of the KLSE listed companies, an increment of 10% from the result obtained by 
Takiah et al. (2000). The finding is also consistent with previous studies that state Big 4 is 
dominating the audit market (Craswell, et al, 1994; Rhode et al., 1974; Schiff and Fried, 1976; 
and Zeff and Fossum, 1967) However, the percentage of Big 4 market share in Malaysia is 
still much lower compared to more than 90% in the US and Australia. This could be 
attributable to the competitiveness of audit market due to the limited market size being shared 
among large number of small audit firms (Takiah et al, 2000). 
 
Table 1: Audit Service Market Share by Industry among Big 4 and Non-Big 4 
 
Industry Percentage No of Companies 
B4 NB4 B4 NB4 Total 
Finance 75.0 25.0 36 12 48 
Properties 61.5 38.5 48 30 78 
Industrial Products 76.2 23.8 93 29 122 
Consumer products 65.0 35.0 39 21 60 
Technology 66.7 33.3 10 5 15 
Construction 53.8 46.2 21 18 39 
Trading/Services 76.7 23.3 79 24 103 
Hotel 100.0 - 6 - 6 
Mining 100.0 - 4 - 4 
Trust - 100.0 - 1 1 
Closed-end Funds 100.0 - 1 - 1 
                                                                                                                                                                                      
§ Currently known as Bursa Malaysia Berhad 
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Infrastructure Project companies 100.0 - 7 - 7 
Plantation 88.9 11.1 32 4 36 
Total 72.3 27.7 376 144 520 
      
Further, the analysis on the audit service market for the Big 4 shows that the market is not 
equally distributed among them.  In terms of the number of audit clients, as shown in Table 2, 
Ernst & Young has the highest market share during the year (31.7%), followed by 
PricewaterhouseCoopers (18.1%), KPMG (16.7%) and Deloitte KassimChan (5.8%). The high 
market share of Ernst & Young could be due to the contribution benefit from the merger with 
Arthur Andersen.  
 
Table 2: Distribution of Market Share among Big 4  
 
Audit firm Percentage (%) No of companies 
Deloitte KassimChan 5.8 30 
Ernst & Young 31.7 165 
KPMG 16.7 87 
PricewaterhouseCoopers 18.1 94 
Non-Big 4 27.7 144 
Total Big 4 72.3 376 
Total   100.0 520 
          
 
 This study has also classified the size of audit fee into three categories: small for audit fee 
less than RM10, 000; medium for audit fee between RM10, 000 to RM100,000; and large for 
audit fee greater than RM100,000 (Takiah et al, 2000). Results in Table 3 indicate that most of 
audit client of the Big 4, pay audit fees in the medium size category (78.8%); followed by 
small size audit fees (14.6 %) and large size audit fee (6.6 %). This means that audit fee for 
the Big 4 mostly comes from the medium range category companies. Additionally, analysis 
into each of the Big 4 also shows that the majority (on average 79%) of the Big 4’s audit client 
are in the medium category audit fee.  This is being summarized in Table 4. 
 
Table 3: Overall Percentage of Client for Each Category of Audit Fee 
 
Category Percentage No of Client 
Small                       14.6  76 
Medium                       78.8 410 
Large                         6.6 34 
Total                     100.0  520 
 
Table 4: Auditors' Concentration by Size of Clients' Audit Fee 
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Audit firm No of Companies Percentage 
Small Medium Large Total Small Medium Large Total 
Deloitte KassimChan 4 24 2 30 13.3 80.0 6.7 100.0 
Ernst & Young 12 144 9 165 7.3 87.3 5.5 100.0 
KPMG 16 67 4 87 18.4 77.0 4.6 100.0 
PricewaterhouseCoopers 13 63 18 94 13.8 67.0 19.1 100.0 
Total 45 298 33 376 12.0 79.3 8.8 100.0 
 
Next, the size of client revenue is classified into three categories too: small for revenue 
less than RM100 million, medium for revenue more than RM100 million but less than RM1 
billion and large for revenue more than RM1 billion.  The results in Table 5 show on average 
most of audit client earned revenue in the small revenue size category (75.6%). This is further 
analyzed to see the distribution of audit clients of the Big 4 in term of their revenue. The 
results in Table 6 indicate that for most Big 4 about 70% of their clients are in small revenue 
size category (73.7%). 
 
Table 5: Overall Percentage of Client in Each Revenue Size Category 
 
Category No of Client Percentage 
Small 393 75.6 
Medium 106 20.4 
Large 21 4.0 
Total 520 100.0 
  
  
Table 6: Auditors' Concentration by Size of Clients' Revenue 
 
Audit firm No of companies Percentage 
Small Medium Large Total Small Medium Large Total 
Deloitte KassimChan 22 6 2 30 73.3 20.0 6.7 100.0 
Ernst & Young 132 29 4 165 80.0 17.6 2.4 100.0 
KPMG 65 18 4 87 74.7 20.7 4.6 100.0 
PricewaterhouseCoopers 58 25 11 94 61.7 26.6 11.7 100.0 
Total 277 78 21 376 73.7 20.7 5.6 100.0 
 
The size of client asset is classified into three categories; small for total assets less than 
RM100 million: medium for total assets more than RM100 million but less than RM1 billion, 
and large for total assets more than RM1 billion.  In term of total assets, findings in Table 7 
show that most of the clients of the Big 4 are from the medium size category (62.9%), 
followed by large size category (21.9%) and small size category (15.9%). This finding is also 
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further being analyzed into the individual Big 4 firm. The results in Table 8 show on average 
most of the Big 4 audit clients come from medium size total assets category followed by large 
and small category. 
 
Table 7: Overall Percentage of Client in Each Assets Size Category 
 
Category Percentage No of Client 
Small 15.9 82 
Medium 62.9 325 
Large 21.9 113 
Total 100.6 520 
  
. 
Table 8: Auditors' Concentration by Size of Clients' Assets 
 
 No of Companies Percentage 
Audit firm Small Medium Large Total Small Medium Large Total 
Deloitte KassimChan 5 17 8 30 16.7 56.7 26.7 100.0 
Ernst & Young 31 100 34 165 18.8 60.6 20.6 100.0 
KPMG 13 59 15 87 14.9 67.8 17.2 100.0 
PricewaterhouseCoopers 11 53 30 94 11.7 56.4 31.9 100.0 
Total 60 229 87 376 16.0 60.9 23.1 100.0 
 
 The results in Table 9 show that in most industries more than one Big 4 provide audit 
services to more than 10 percent of the industry companies. The results also show that each 
Big 4 has more than 10 percent share of client not only in one industry but also about four to 
twelve industries. This finding suggests that the Big 4 specializes in more than one industry. 
This means that the industry expertise of the Big 4 in Malaysia seems to be diverse.  They do 
not concentrated in one particular industry but rather being specialized in more than one 
industry.  This result is reflecting the market expansion strategy by the Big 4 due to the market 
competitiveness surrounding auditing services in Malaysia at that point of time. 
 
Table 9: Auditors' Industry Specialization by Number of Clients 
 
Industry No of Companies Percentage 
DKC E&Y KPMG PWC DKC E&Y KPMG PWC 
Finance 6 15 5 10 12.5 31.3 10.4 20.8 
Properties 2 26 10 10 2.6 33.3 12.8 12.8 
Industrial Products 7 30 30 26 5.7 24.6 24.6 21.3 
Consumer products 5 16 12 6 8.3 26.7 20.0 10.0 
Technology 2 3 3 2 13.3 20.0 20.0 13.3 
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Construction 0 12 3 6 - 30.8 7.7 15.4 
Trading/Services 6 33 15 25 5.8 32.0 14.6 24.3 
Hotel 1 2 3 0 16.7 33.3 50.0 - 
Mining 0 3 0 1 - 75.0 - 25.0 
Trust 0 0 0 0 - - - - 
Closed-end Funds 0 1 0 0 - 100.0 - - 
Infrastructure Project companies 1 1 2 3 14.3 14.3 28.6 42.9 
Plantation 0 23 4 5 - 63.9 11.1 13.9 
 
5. Conclusion 
     The study shows that the Big 4 in Malaysia dominated about 72% of the market audit share 
as at December 2003. This finding shows an increment in the audit market domination by the 
Big 4 as compared to the finding from study done by Takiah at el (2000) which is about 60% 
of the audit market.  The results also show that majority of audit clients are in the medium 
audit fees size, small revenue size and medium total asset size categories. In term of industry 
specialization, results show that the Big 4 does not specialize in only one industry. Each of the 
Big 4, provide more than 10 percents audit service to at least more than 4 industries. This 
occurs as a result of the limited audit market size within Malaysia.  
     
  Overall it can be concluded that, even though after the Enron case, merger of Big 5 to Big 
4, and the economic downturn, the Big 4 is still dominating the audit market share and in fact, 
the result from this research has shown that their market share has increased. As for the 
industry specialization, it can be concluded from this study that a specialization by industry 
among auditors does not exist in Malaysia. Thus, the implication is that the authority has got 
to think of a possible solution in encouraging the auditors in Malaysia to be auditors that are 
specialized in a particular industry.  This is because a specialized industry auditor is capable to 
assist in reducing the likelihood of the issuance of restatements affecting core operating 
accounts (Romanus, Maher and Fleming, 2008). This study is by no mean completed or 
comprehensive, as there are still avenues that can be further researched. Future research could 
be extended on the current analysis by examining a wider period of time to look at the trend, 
and to use a better basis of measurement to measure the size of the audit service market. The 
use of the number of clients as the basis for measuring the latter might not reflect the actual 
amount of resources utilized in the audit of a particular company.   
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